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In This Case 
THE question of what to do with the surplus of a corporation which, hav-
ing common stock without par value, de-
clares a stock dividend, is not as simple 
in the abstract as it might appear. One 
who attempts to answer a question of this 
kind without all the facts of a concrete 
case and a knowledge of the state laws 
applicable thereto - is indeed treading on 
dangerous ground. There are, however, 
certain generalizations which may be made, 
if the discussion is properly prefaced with 
the foregoing qualifications. 
When a corporation having common 
stock with par value declares a stock divi-
dend, the amount which passes from sur-
plus to capital stock is automatically fixed. 
But where the stock has no par value the 
question immediately arises as to the 
amount which is to pass from the surplus 
to the capital account. This question 
may at the moment be entirely theoretical, 
but with the trend in the direction of non-
par value capitalization and the present 
tendency of declaring stock dividends 
there is little doubt it will soon be one with 
which to reckon. 
Were the directors in declaring the 
dividend to fix the amount, or specify the 
amount per share, there would be no diffi-
culty. But directors have been known to 
overlook small matters of this character 
with the result that the omissions have 
gone on unnoticed until someone has 
attempted to frame the entries for the 
books. 
There are certain underlying questions 
of interest, one of which is what would be 
accomplished by the declaration of a stock 
dividend in the case of a corporation hav-
ing stock without par value. If a certif-
icate of stock without par value repre-
sents a share in the excess of assets over 
liabilities of a corporation, does it mean 
anything to give him two certificates, 
each stating that his share interest in the 
net assets is that proportion which his 
two certificates bear to the total number of 
certificates outstanding? 
At first glance, the proposal to declare 
non-par value stock dividends smacks of 
absurdity, but the suggestion probably 
has some basis of reason. As in the case 
of stock with par value, the stock dividend 
denotes a reapportionment of share capital 
without withdrawing any funds from the 
business. It operates as a dilution of the 
net asset value per share in the same 
manner as with stock having a par value. 
It may or may not result in a reduction of 
future cash dividends per share. But if 
unaccompanied by a transfer of surplus 
to capital there would remain a somewhat 
excessive amount of earned surplus avail-
able for distribution as cash dividends. 
Apparently, there would be no detriment 
suffered by creditors in this event, nor 
would there be any detriment to share-
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holders, except as the composition of the 
shareholding group might change. This, 
however, is a possibility common to all 
individual investment ventures, regardless 
of the kind or class of stock. 
It appears, therefore, that the only 
purpose served by transferring to capital 
from surplus some amount representing 
the stock dividend is to restrict the use 
of the surplus for cash dividend purposes, 
and show a larger amount of fixed capital 
remaining in the business, on which cred-
itors may rely in their dealings with the 
corporation. 
As to the amount to be transferred, the 
directors may settle the question by fixing 
an amount per share. If this is not done 
the question is probably an open one de-
pending on the laws of the state in which 
the corporation is organized as they affect 
the operations of a corporation having 
stock without par value. 
If the non-par value shares have a stated 
value, as they may have in New York, 
the laws of which through alternative 
provision permit any amount not less than 
five dollars, it would appear logical that 
the amount to be transferred should be 
made up of the number of shares involved 
in the stock dividend times the stated 
value per share. If there is no stated 
value per share, an amount per share as 
a basis may be found by dividing the 
shares outstanding prior to the declara-
tion of the stock dividend into the amount 
shown in the capital account and multi-
plying by the number of shares in the 
stock dividend. In cases where the stated 
capital, with which the corporation under 
its charter agrees to carry on business, 
differs from the actual capital shown by 
the capital account, it is conceivable, al-
though somewhat illogical, that the stated 
capital might be used as a basis for de-
termining the amount per share to be 
transferred. 
The suggestion has even been made 
that a stock dividend, in the case of a 
non-par value corporation, would dictate 
that the entire amount of surplus should 
be transferred to capital. The logic of 
this suggestion, however, is somewhat 
obscure. 
For those who like complicated prob-
lems, it is only necessary to bring in pre-
ferred capital stock without par value to 
satisfy the most exacting. 
The future, no doubt, holds many prac-
tical difficulties relating to stock without 
par value, and the place of stock dividends 
in the general controversy should offer 
something to be watched with interest. 
